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CHAlI RPERSON JAMES: Wth that, 1'd like to
turn the mcrophone over to Dr. Kelly and Doug Seay,
our research staff from the Conm ssion for an overview
on the history and the economc inpact of the lottery
in the United States. \Were's Doug?

Thank you, Doug.

MR. SEAY: Thank you. | would thank you
for being here, but | was drafted, this is not
vol unt eer.

My job today is to give you an overvi ew of
the subject of lotteries. You have in your packets a
paper, a short paper, that was prepared by ne, and
ri pped out of ny clenched hands after two days. | had
thought of reading it to you, but | thought the day
would be Ilong enough already, so | wll try to
sunmari ze sonme of it.

Many of you know a great deal about

lotteries, some of you may know nothing at all. "1
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try to aimfor the broad mddle. Any of you who live
in alottery state, cannot help but be bonbarded by the
adverti sement and have sonewhat of a general know edge
of it, which is nost of the country.

I'd like to give a context in which to
pl ace the speakers and the issues that are going to be
presented today and also help to frame questions
regardi ng public policy. It's not my job to tell you
as a Conmm ssion what your responsibilities are, but in
my omn mnd, in addition to generating sone very needed
ori gi nal and objective research there is the
possibility of making recomendations at the end.
W're often |ooked wupon by critics as trying to
federalize the industry, but as | see it the real
opportunity here exists not j ust for possi bl e
recommendation for the federal governnment, but also to
state and | ocal governnents, which |I know for a fact
woul d wel cone sone i ndependent source, sonme independent

judgenent on sone of these issues, whi ch they
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t hensel ves have a great deal of difficulty grappling
with.

However fascinating the aspects of this
subject may be in its individual parts, or even in the
general whole, for nme every aspect of ny investigation
of it ultimately cones down to what does this nmean for
government policy. Because this is, as | said, to ne
one of the major focuses of the Comm ssion is what do
these problens that we are presented with, for all of
their inherent interest, what does that actually nean
for public policy. s there anything the governnent
can do about iit? Is there anything the governnent
shoul d do about it, or should stop doing? Al of those
possibilities are there.

So 1Y reconmendat i on woul d be, ny
col | eagues and certainly Chairman Janes are well aware
that I'm often able to give nmy own opinion even when
not asked for. My recommendation is to hear every
statenent, every criticism every counter statenent,

every recomendation, in the franmework and what does
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this nmean for governnment policy. Because that
ultimately is the purpose of these hearings and our
wor k.

| think one caveat at the beginning that
many of the criticisns and charges and statenents that
| will rmake are not mne, they're sinply those that are
made in the community. Sone are alleged, sone have no
subst antive background that | can find.

|'"m personally an agnostic on this issue

| know a whole lot nore about it than | used to know,

but | don't think ny fundanmental views on it have
changed. And even if | had strong views of it,
hopefully they wll not cone through in this
present ati on. | sinmply don't want anyone to assune

that sinply because I'm making an allegation that that

necessarily indicates there are any substantive facts

behind it. I|"'m sinply representing the debate as it
exists out there over several issues relating to
lotteries.
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"1l begin by saying that |I'm rem nded of
the statenment in Animal Farm that all aninmals are
equal, but sone animals are nore equal than others.
Lotteries are a unique form of ganbling. O course
every form of ganbling is unique, but lotteries are
nmore unique than the other forns. It is the nost
w despread form of ganbling in the United States, by
far. It is the only form of ganbling in which a
majority of adults regularly report having participated
init in the past year. It exists in 37 states and the
District of Colunbia presently, plus a couple of
territories.

One of our speakers is a consultant in the

Virgin Islands Lottery, and | asked him why he goes

down, and | don't think it's for the profits he's
making fromhis consulting fees, | think it's sinply to
hang out in the Virgin Islands. But it is a very

w despread formof ganbling and it is in all corners of

the United States.
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It is the only form of ganbling that is a
virtual governnent nonopoly. One may | ook at Indian
gamng or Native American gamng or tribal gam ng,
however you wish to characterize it, as a form of
government gamng, but this is the only one that is
actually owned outright by the governnment and operated
by the governnent.

State lotteries, as Chairnman Janmes pointed
out, have sone of the worst odds, if not the worst odds
of any form of ganbling. One estimate is that nost
lottos which is a promnent part of the lottery, the
regular odds are one in 12 or 14 mllion. And t hey
al so have the greatest payoff in terns of absolute
anmounts of noney at risk, and they regularly pay in
suns of tens of mllions of dollars.

Lotteries rank first, anong the various

forms of ganbling, in terms of its gross revenues.
Total lottery sales in 1996 anmpbunted to about $43
billion dollars. Just for conparison, in 1982 that

figure was $4 billion which represents a thousand
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percent increase, not adjusted for inflation, obviously
over the preceding fifteen years. Lotteries have the
hi ghest profit rates of ganbling in the United States.
Amounting to about 40 percent in 1996. And they're
also the l|argest source of governnent revenue, from
ganbling, amounting to alnost $14 billion dollars in
1996 for governnents at all |evels.

Now, two things that | think are inportant
in looking at the lottery business and to keep in mnd
is that one, it is a business. Sinply because it is an
arm of the states, it does not nean that it is not a
business. And the second is, that it is a dynamc and
evol vi ng busi ness. Evolving quite rapidly as a matter
of fact. As | said, it is not only a business, it is a
very big business, amounting to tens of billions of
dollars every year. And like every business it is
driven by the source, by the search for revenues.

But even though it is a business, it is
unli ke other businesses because it is owned by the

government. Now this is very unusual, not just in the
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worl d of ganbling but just in the world of business in
general. In fact, it is hard to find a parallel in any
ot her aspect. A lot of people would call this
socialism but this is socialismin a very benign form
| woul d t hink.

There aren't many industries in the United
States that are run by the states. The cl osest
conpari son perhaps to ganbling is that nany states
continue to control the sale of alcohol through their
al cohol beverage stores or ABC stores. |  know in
Virginia, which is near where I live in the District of
Colunbia, that's certainly the case.

But the notivation of the state in
regul ating al cohol and the notivation of the state in
running a lottery are conpletely opposite. In the
former, theoretically at least, it's to prevent the
abuses that may occur in the sale of alcohol by
restricting it, you see very little advertising for
al cohol in these states. Whereas, in lottery it is the

exact opposite, it is to maximze revenues and to
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ensure to cut out the mddle man as nuch as possible
and allow the state to profit from what many see as a
Vi ce.

It is also not like a business, a nornmal
busi ness, because the state is regulating itself. | t
is the owner of the business at the sane tine that it
regul ates the operations of that business. Normal | y
busi nesses are allowed to concentrate on maxim zing a
profit and the state is supposed to look after the
public good. At least that is the theory. I'mno fan
of governnent regulation nyself, but if there is to be
a protection of the public good, it 1is generally
assunmed to cone fromthe governnent.

But when the state itself is the one
profiting fromthe business, it calls into question how
effective can its protection of the public welfare, how
effectively can it be reconciled with its desire for
profits. | think we would all like to be responsible

for the regulation of our own search for profits.
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Al'so, no single person profits, the state
does, and certainly public officials do, in the sense
t hat they have nore noney to spend on their
constituents, which is one of the few benefits of being
in politics. And thus, the decision naking, even
though it is a business, is domnated by politics. The
responsibility is fragnented, not only between the
| egi sl ative branch and the executive branch but often
within those branches wth conpeting interests that
often have very little to do with the operation of the
lottery itself, or even of its inpact on the public
good.

The ultimate question | guess is, does the
public benefit and perhaps nore specifically, how does
one wei gh the benefits against the possible costs?

The second aspect of this is that it is a
dynami c and evol ving industry. Wen | first began
| ooking at this subject, and | have -- ny background in
lotteries was limted to purchasing a single lottery

ticket years ago -- was that it was a very stodgy
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i ndustry that had been the sane for a very long tine.
In fact, it is a rapidly evolving industry, and
continues to evolve as we speak.

There are many ancient antecedents of
|otteries, depending on how you define them And as
the literature says, there are many instances in the
Bi bl e of decisions being made by the casting of lots
and what have you. But | think that how we all
normal ly look at lotteries in terns of buying a chance
to win a very large prize, it's a fairly recent
i nnovation within the past few centuries.

And there is a long history of involvenent
in Anerican history wth lotteries, again for the
public good, both public and private, where the general
public would be allowed to buy a chance at winning a
|arge prize with the nobney going to sone public good,
be it helping to found the Virginia Colony or to build
college buildings or even <churches in early New
Engl and. And you may see in the materials that were

prepared that even the attenpt to defend Phil adel phia
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fromthe British, unsuccessful that it was, tried to be
enhanced through a lottery run by Benjamn Franklin, it
was unsuccessful .

But anyway, there has been a long history,
at least in the United States, of lotteries up until
the end of the 19th century, at which time, both the
scal e of abuses of lotteries reached a |evel such that
states began clanpi ng down on sone of these abuses, as
well as the rise of a general tenor of public
i nprovenent . And this was to culmnate ultimately in
the outlawing of virtually all forms of ganbling and
even into the era of prohibition, it's all part of the
same novenent where the state continued to try to
elimnate what its social abuse is.

But again, it is a dynamc and evolving
i ndustry. And what drives the evolution of the
industry is the wunrelenting pressure for revenues.
That phrase unrelenting currently, consistently, crops
up in the statenents of lottery directors. In terns of

the pressures they' re getting fromstate officials that



10

11

12

13

14

15

16

17

18

19

20

25

that pressure never stops, and that is what drives
their owmn search for greater and greater revenues. And
in fact it is evolving nore quickly than the governnent
itself is perhaps aware of and certainly greater than
public policy can grasp. A very good analogy is the
evolution of the Internet, which is happening so
quickly and is |eaving policy makers behind so quickly
that even the attenpts to catch up are woefully
i nadequate from the stand point of being sonething the
gover nnment can control

Now you can debate whether it's a good
thing for the governnment to control it or not. But the
fact is that the evolution has rapidly exceeded the
ability of the governnent itself to capture wthin
public policy. And you see a resulting scranble in
many of the states to try to adjust to sone of the
probl ens that have cropped up, even as the industry
continues to outrace themin terns of its evol ution.

Also public perceptions have been |eft

behind in this evolution of the industry. The
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politicians thenselves, public office holders also
being part of that public perception. The idea of it
sinply bei ng a t ane stabl e i ndustry t hat
gener atesrevenues for the public good may, by and
|arge, still be true, if it ever was. But it has
changed so much over the past couple of decades that
the idea of howthe lottery operates in the public m nd
is significantly different from how it actually does
oper at e. And that is one of the things | wanted to
addr ess.

Now when |otteries were finally outlawed at
the end of the 19th century, due largely to the abuses
of alottery in Louisiana that was operating nationally
and involved large scale bribery of officials, it was
essentially outlawed in the United States up until the
early 1960's. One of the fears being that if you
reintroduced lotteries you're going to bring crimna
el ements back into the equation

The first state really to break throughthis

wall of prohibition, although several states had
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attenpted to do sonething, and were beaten down, was
New Hanpshire. And | think the reasons New Hanpshire
was the first state to adopt the lottery was
i nstructive. New Hanpshire has historically been a
very low tax state, it has no incone tax, it has no
sales tax, and people were looking for a way to
i ncrease revenues for the state with the |least cost to
t he public good, on the public tax base.

And the idea was that people woul d
voluntarily buy lottery tickets, by this voluntary tax,
it could go to a charitable cause and be used for the
public good. That is the argunent that has been used
invirtually every state and where the lottery has been
successfully proposed. And that's what worked in New
Hanpshi re. That was in 1964 when the lottery was put
into operation. It had been approved in a public
ref erendum

Virtually every state that has passed a
|ottery has had a public referendum on it, and the

public has virtually always supported it, largely for
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the reason that | just outlined: at least that's the
public reason. The only state that I'm aware of in
which the public has consistently voted against the
lottery is North Dakota, but it is one out of alnost 40
states in which that has happened. And no lottery has
ever been repealed. Lotteries continue, regardless of
their performance, to hold the mgjority support anong
the population in every state in which they exist.

Soon after New Hanpshire, the next big
state to adopt lotteries was New York. And again, for
very nmuch the sane reasons, but for one additional
reason that New Hanpshire paved the way for, and that
was that our nmoney is going to fund that state's
lottery. Ei ghty percent of the New Hanpshire's
lottery, the noney from the lottery canme from out of
state, which neant the surrounding states, and even
though New York 1isn't a surrounding state, that
argunment did hit hone in Al bany. If we don't have a
|ottery, our tax noney is going to pay sonebody el se's,

the public good in sone other state.
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And because of that argunent and other
argunents, you can see a clear pattern of where one
state has adopted a lottery that the surroundi ng states
very quickly adopt lotteries. Not only for the reason
of trying to capture that noney that is l|leaving the
state, in sone people's eyes, in that sense it is a
defensive expansion of the lottery, but also because
|otteries are successful. | amnot aware of any state
that has lost noney on a lottery. And that idea of
being able to capture noney to revenues "painlessly",
is a very strong selling point both in the legislature
and anong the general population.

Now the original lottery in New Hanpshire,
and the first lotteries were traditional |lotteries,
where you would buy essentially a raffle ticket and
weeks or nmonths later there would be a drawi ng and you
woul d see whether you won the prize or not. It was
very much like a glorified church raffle. Very small
scale, the prizes were not all that large, and it was

al so thought that it would sort of soak up whatever
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residual ganmbling interests existed out there; as a way
for people to sinply to exercise this inclination and
for the state and for the public good to profit from
it. That's very nuch how it operated in the past, and
assunmed how it would very nuch operate in the future
VWhat happened however as the industry began evol ving,
both because as | said earlier, this pressure for
revenues and the devel opnments of new t echnol ogy.

Now the first real innovation was the
i ntroduction of scratch tickets, or instant ganes. And
| think we've all done it, where you take a coin or
sonet hi ng, sone sharp object and scratch off a coating
whi ch does not allow you to see what is behind it, to
see immediately whether you've won a prize or not.
This is used in other places, obviously, than the
|ottery. And Massachusetts, | nust point out, was one
of the first states to introduce it and has done it
very successfully.

No wonder this was an enornous success

that very quickly and very rapidly spread. The reason,
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or sonme of the reasons why it was such an enornous and
i mredi ate success was the inpact it had on the player
It was a tangible thing, sonething the player could

hold it his hand, sonething that had his invol venent

with, | nean it was not sinply a passive participation
on his part. The results were immediately known, so
there was no delay of gratification, if you wll,

assunm ng you win. And the odds were nuch better. This
was not a one in a mllion chance, there were nuch,
much, nuch better odds depending on the type of gane
pl ayed.

Now this sub-industry of the lottery
industry has its own dynam cs. And there have been
experience, and studies have shown, that the interest
in this type of a gane very quickly tails off, so there
is a constant introduction of new types of ganes and
there is always a new angle being | ooked for. There is
a very |limted duration of the life of these ganes.
And so very quickly it noved from perhaps one or two

scratch tickets to a wide range of things on the market
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all the tine. | believe in Mssachusetts the nunber
now i s between thirty and forty scratch tickets you can
go into a store and sinply buy. There's just a wde
variety of trying to appeal to all different types of
t ast es, different types of ganes devel oped for
different people, different sub-categories of ganbling
interests.

That was an imediate success. A far
bi gger change, and a far bigger success was the
i ntroduction of online conputerized gamng in the late
"70's and early "80's. This allowed the entire state
to be conmputerized, in the sense that you could walk
into any of the vendors, typically in a food store or
even in a bar or whatever, and start playing a nunbers
gane.

Now in Anmerican cities there has always
been a tradition of an illegal nunbers gane, where you
sinply try to pick a nunber and at the end of the day
then whether you had matched it or not, depending on

the type of ganme you were playing, you could determ ne
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whet her you won or not. Which allowed the state for
the first tinme to get into this business of running a
nunbers gane, only legally this tine. And again, the
same type, the sane factors were very inportant in
success.

And again it was dramatically successful
very quickly. The idea of an immediate response to
that night, rather than waiting weeks, days, sonetines
even nonths for a response. That night you could see
whet her you won or not. You could play every day if
you wi shed to. You could play several different types
of ganmes if you wished to. The odds were nuch better.
And this ganme was deliberately nodeled on the illega
nunber s gane.

If you're going to run a nunbers gane,
obviously you want to do it wth those people who are
t he nost successful at it. And that pattern itself has
proven to be remarkabl e successful and the odds are not
so bad. They track fairly closely, they're usually

better than the illegal nunbers gane, oddly enough, but
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they track closely to the residual illegal nunbers

ganes that exist, which is understandable, that acts as

a control. | nean whenever the state begins to becone
too greedy the illegal nunbers ganes then picks up in
activity.

Talking to one of the lottery directors,
Jeff Perlee of the New York -- he runs the New York
Lottery, who we invited to be here today, but was
unable to be -- he confirned that vyes, they had
deliberately targeted the illegal nunbers gane: to
profit fromit, because that is where the noney was,
but also to run it out of business. And he clains, and
| have no reason to dispute his claim that they have
done that. But essentially it has ceased to exist in
New York City except in isolated pockets.

The third gane that came out of this on-
[ ine conputerized network was what nost people | think
in the general public | ook upon as the lottery and that
is the lotto. That is the big bucks, ten mllion

dollar prize, you buy a one dollar ticket and you see
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if you can win it. Because of the enornous publicity
that has surrounded the wnners and, as often the
prizes build and build and build over weeks and they
reach incredible anobunts, the publicity of that al one,
without the state advertising at all, has nade the
lottery an enornous business and nmade it part of the
public culture in a way that none of the other
activities had done before.

And it's not as though these happen to

peopl e you know nothing about. My parents live in
Kentucky. | know their neighbors down the road won the
lottery two years ago, | think they won $25 mllion

dol |l ars. And that has an inmmedi ate inpact on people
it's not sinply sonething you read in the papers or
it's an activity that other people don't participate
in. It's people that you go to church with or people
you work wi th who know peopl e who have won the lottery.
So because of the introduction of the lotto, there's
been this enornous increase in public perception, the

presence of the lottery in Anmerican public life.
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Now as the industry has evol ved, the debate
has evolved with it. The first argunent that is for or
against during the introduction is, is this norale: is
this a good thing for the state to be doing. Al nost
always, as 1've indicated, the proponents of the
lottery who argue that this is a limted intrusion,
it's a voluntary tax for the public good, so on and so
forth, alnost always wins out. But once the lottery is
established, and this argunent continues, the norality
of the lottery obviously never goes away, but it is
settled politically because of the popul ace’s support
for the lottery. But after the establishnent, the
debate evolves into nore specific aspects of the
lottery, as the lottery itself evol ves.

| should point out, as Charles Cotfelter
and Phil Cook do in their book, that around the world
there are lotteries taking many, many, many forns for a
nunber of reasons, not all fully understood, perhaps
it's sinply imtation. But the lotteries in the United

St ates have been al nbst cookie cutter fornula. Ther e
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have been very few innovations on the actual form
|ottery takes. It is a public nonopoly. It often is
adm nistered by an arm of the state. Wether it be
cal l ed an adm ni strative agency or a public
corporation, it is subject to the control of politica

authorities in the state, as it should be. And all

conpetition to it is banned. And the evolution of both
the lottery in every state and the debate itself follow
very simlar forns.

So, as | said before, the nunber one driver
of lotteries in the states is this relentless pressure
for revenues. So one has to ask the questions, where
is the noney going and what is the public good. That
is the argunent, is there a neasurable benefit? As |
said, on the face of it there are enornous nunbers
involved, and there is no question that a lot of this
nmoney is going to good pl aces.

| know in Mssachusetts, | think in 1996
if | renenber the figures, $520 mllion dollars were

going to state and |ocal governnents. The lottery
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nmoney in Massachusetts alnost entirely goes to state
and | ocal governnent aid. And that accounts for three
quarters of all the aid the state provides to |oca
gover nnment s. It's an enornmous chunk of noney. And
that's one of the reasons for its continued popularity
i n Massachusetts. Massachusetts is easily one of the
nmost successful lotteries in the country by however you
wish to define it, be it just in terns of revenues
generated, public support or the efficiency with which
it isrun. |If you look at the nunmbers, it cones out at
the top or very close to the top in all of those.

But the critics say the inpact, regardl ess
of the individual instances you can cone up wth of
public benefit, that the inpact is actually quite
different than the perception. This criticism
generally focuses on what is known as earnmarking. And
|"'m sure | don't have to explain it to you, that is
where the funds are set aside for sonme purpose such as
education, which is the nost popular one. And the

state says, we'll wuse this noney for education and
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therefore the public thinks: well, all right, the state
education systemis getting $500 mllion dollars from
the lottery and it is all going to a good purpose.

But the problem with earmarking is, if
anybody has worked in state governnent or who has
worked with a budget, that it really is neaningless
unless it iIs backed up wth other types of
restrictions. Sinply to say that we're going to spend
$500 nmillion dollars of the lottery's revenue on
education means that you don't have to spend $500
mllion dollars out of the general fund, which is the
big pot that legislators generally fund things out of.
It allows noney to be noved around w thout necessarily
addi ng additional noney to the designated use. That is
not to say that it does not add that noney, there is
just no guarantee here. And there is a |lot of evidence
that in states that use earnmarking, there is no
additional funding going to the areas for which the

lottery funds are earmarked.



10

11

12

13

14

15

16

17

18

19

20

40

Wiy this is the case is difficult to say.
Sone peopl e have all eged a vast conspiracy of the state
| egislators to cover up what is actually going on. One
thing that 1've learned from living in Washington is
that you should never rule out inconpetence as a
not i vati on. But at this point, the debate has been:
that probably was true that nmany aspects at the
begi nning of determ ning where the lotteries would go,
it should go to this fund. But as it is worked out, it
would be difficult now to say that |egislators do not
know t hat those earmarked funds are in essence fungible
f unds.

The tying of the lottery revenues to a
public purpose such as education is an incidental.
CGenerally the proponents of lotteries try to find sone
public good that the lottery can fund. | think for
entirely good reasons, there's nothing alleged here
about their own notivations.

And research by individuals such as John

Morgan -- he's an economi st at Princeton -- has shown
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that, as you mght expect, to the extent that the
public perceives that giving to, that the nobney going
to a cause is a good one. They are nore willing not
only to approve of lottery but to participate in it.
The enpirical evidence and the anecdotal evidence are
both there, that people wll buy a lottery ticket
because they know t hey have no real chance of winning a
lottery, but they know the funds are probably going to
a good cause. But the fact is that it is unclear
whet her that noney is actually going to the place it
was intended. As | indicated, the noney is often quite
fungi bl e.

One of the cases that's often pointed out
is Florida. Florida's Lottery, and not to pick on
Florida, there are many states you could use as an
exanple; Florida’s funds are earmarked for education
f undi ng. But several studies have shown that in fact
over the past years since the lottery has been in
practice, or in effect, that the educational system has

not at all benefitted from additional funding. | f
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anything it has actually decreased in relative terns to
the rest of the state budget. And this has happened in
state after state after state.

One of the notorious exanples, and | hate
to bring it wup, because the person won't be here
necessary to counter the claim but | renmenber this
just happened in the past couple of years, was in
Vi rginia. Wiere the state officials and the lottery
officials would say that our noney is going to fund
state education. Well, as it turned out the funds
weren't even earnmarked for that in Virginia. They
never, not even from the inception, went anywhere
except right into the general fund.

And yet everybody, and |I think to a large
extent just out of ignorance, continued to say the sane
things that they had been saying year after year after
year, until soneone actually investigated and said not
a dinme of this has ever been earmarked for education
why are you saying this. And the lottery officials had

to go through the agonizing process of actually making
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a public apol ogy. The interesting thing is that it
didn't change what Virginia did, they just stopped
maki ng these clains. The noney still goes into the
general fund.

It is one of the problens, | think, wth
|ottery revenues, that once the state becones used to
them it becones very difficult then to correct abuses.
The only way really to do that is if you're starting
from scratch. And Georgia has done that, it's one of
the few states that | know of that has addressed this
i ssue head on.

In Georgia, it was determned that the
|ottery funds should be used for brand new projects,
projects that had never been funded before so that
there could be no question of this fungibility of funds
nmovi ng back and forth between the general fund and the
ear mar ked fund. And in Georgia | believe it is
ki ndergarten educati on or pre school , col | ege
schol arships for state students and |'ve forgotten the

third use. But by law the nobney can be used for
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then both real and in the public's mnd that the
|ottery noney is going for sone tangible public good.

But as | said before, in those states which
already had existing lotteries, where the funds have
all ready either been earnmarked and essentially dunped
into the general fund, or they've always gone into the
general fund, for the legislature to appropriate
essentially as it sees fit, it is very difficult then
to change that system even if the problens are
recogni zed, because it neans either cutting prograns or
rai sing taxes.

Anot her aspect of that is that even though
this may be a big problem and in sone critics eyes a
violation of the original prom se, the public pressure
to do this is actually quite small. This is not a big
issue in the public's mnd. Again, the public
perception of what is happening, and you ask nost
people in the street where the noney for the lottery is

going, you'll have a variety of different answers. But



10

11

12

13

14

15

16

17

18

19

45

the public perception and the actual reality have
changed, or have not kept up with the change of the
i ndustry.

The second set of issues, as the lottery
has continued to evolve, is that of marketing. Now if
the lottery is a business, you want to run it as a

business. And nmarketing a lottery is no different than

mar keting any other form of business. Again the
problem conmes back to state ownershinp. Is this
sonething critics wll say the state should be doing

is this a product that should be nmarketed, pushed?
There's no getting around it. If you want greater
revenues you either have to induce people who are
already playing the lottery to play the lottery nore,
or to get people who are not playing the lottery to
play the lottery. And there is no reward in the state
at any level for getting people to play the lottery
| ess. For getting less revenues from the lottery,

nobody wants to do that.
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So what often happens is that criticisns
that may be nade by critics or troubles that state
officials may have are conbined in a package and sent
as directives to the lottery directors.

And | will state right here, | have a |ot
of synpathy for lottery directors, because they're
getting a lot of conflicting pressures and are told to
resolve them Such as, decrease advertising but
i ncrease revenues or you will lose your job. And it's
a political problemthat is passed on bureaucratically
to them

O that nmarketing, obviously the nost
prom nent part of it, and that which has drawn the
greatest criticism has been advertising. And those
who live in lottery states, lottery advertising is
either nightly for the nightly draw ng, or constant
t hr oughout the night.

Again the question here is, if the state is
benefiting fromthis activity and is marketing it, who

is looking out for the public good? Now it is a very
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aggressive form of marketing in sone states. In sone
states the lottery directors are told just worry about
i ncreasing revenues and don't worry about the other
stuff, in so many words. They're not told that way,
but essentially that's how the structure is set up.

There's a lot of criticism of marketing
met hods. And clearly every state does a great deal of
research. Sone of it fairly bizarre. There was one
study in Colorado where the state had done this brain
scan study of whether the left brain or right brain,
which ever one was turned on during when they were
playing the lottery, and trying to find ways of turning
one of those centers on. | mean you just have to ask
yoursel f at what point does propriety prevail fromthe
state pronmoting this type of research?

But there is the other type of research
that goes on, and as | said, in any business the
product's i nnovat i on, t he mar ket testing, t he
advertising all that type of stuff, again, to push this

product out in to the public, and again, the response
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being an increased type of criticism on very specific
types of issues.

Apart from the general issue, should the
state even be doing this, there have been criticisns
about the advertising the state is using. Is it
deceptive? Is it msleading? Does it msstate the
odds? Does it tell you your odds of winning are nuch
greater than they are? Does it msstate the size of
the prizes? Oten the prize is given out as X mllions
of dollars, and not that | have all that nmuch synpathy
for the wnners, but if it is paid out over twenty
years then taxes and inflation are cutting into that.
The prize level is not quite the sane as what it is
advertised to be, and that's sinply one of the
criticisns that's nade.

Does it play upon false hopes? Cotfelter
and Cook, in their book, talk about the need to
enphasi ze magi cal thinking on the part of players. O
gi ving them sone sense that they have some control over

the odds of this, when in fact they have none at all,
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as in by playing nore. And is that sonething, is that
a type of an activity the state should be pushing
through its marketing nethods.

One interesting rule of fact is that the
state lotteries are not subject to the Federal Trade
Comm ssion truth in advertising standards that others
are. That's one of the advantages of being a state run
busi ness. You can advertise, not that anybody is doing
it consciously or deliberately or deceptively, but
again, the federal governnment has a hands off policy
towards the state bodies, and that's what lotteries
are.

One thing is clear is that advertising is
essential to the growh or even the nmaintenance of
| ottery revenues. | know in Massachusetts when, 1'1I
get to it in seconds, when the advertising went down,
state |lottery revenues went down too. And the
criticism there was no reward for that, by the way for

the lottery director, but there was a great deal of
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criticism about the revenues going down and the
scranbling to try to keep them up
Clearly there have been abuses. Agai n, |
wi sh Jeff Perlee could have been here because he was
one of the nore outspoken lottery directors that | had
spoken to. And | quoted him here in his own public
testinmony to his own fellow lottery directors about
advertising, which he warns them he says that sone
state lottery advertisenents are so far, |'m quoting
hi m now. "...are so far fetched and so
fanci ful that they would not
stand up to the sane truth in
advertising standards to which
our advertising, to which
advertising conducted by
private industry is held."
The reason is, as |I'd nentioned, because
they' re not bound by those standards.
"Add to that the fact that our

advertising is often relentless in its
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frequency and lottery critics and even

supporters are |left wondering what public

purpose is served when a state's primary

message to its constituents is a frequent and

enticing appeal to the ganbling instinct. The

answer is none. No legitimte public purpose

justifies the excesses to which sone lottery

advertising has resorted.™

That's not a blanket condemmation, that's

obvi ously sone. There have been abuses that have

occurred, and he went on to tal k about things that need

to be done to correct the industry. It was a friendly
critique not an angry critique. But there have been
abuses.

In Massachusetts, not that it was abuse,
but just to indicate what mght happen, the lottery
advertising budget was cut from $12 mllion dollars
over a couple of years to $400,000. Now it wasn't done
necessarily out of concern for the public welfare, it

woul d shock you to know that Massachusetts, that state
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house politics actually plays a part in sone of the
deci sions made there, and the advertising budget was
essentially w ped out.

And as | said before, nevertheless, the
lottery directors were told to keep revenues comng in
and there would be a penalty if there were not revenues
comng in, and yet you nmay not use the old advertising
techni ques that you were using before, or really any
advertising at all.

So the two issues here are, is this proper
for the state to be giving this nessage? And the
second part of it is, is this advertising being ained
at vul nerabl e el enments of society?

Now, there is a big debate over whether the
state is targeting the poor and the conpulsive
ganbl ers, these types of people, in order to profit.
In fact it's a very troubling image, if you had that
image, of the state using its own devices to go after
its poorest and nost vulnerable citizens in order to

profit from them And that's often the inmage that
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critics point out. | don't necessarily think it's
true.

In terns of whether the lottery is
regressive or not depends on vyour definition of
regressive. By definition, any product that is the
sane price to anybody that's at the different inconme
levels is going to be a regressive, have a regressive
i npact . But the greater question is, does the state
encourage the poor, or those least able to control
their ganbling or those least able with the |east
di sposable inconme to actually ganble nore than they
shoul d? And here again, | said the evidence is m xed.
It depends on the type of gane you're tal king about.

The nunbers gane, certainly the poor, the
| oner income levels do domnate that, and it is one of
the big noney nmakers for the lottery. The lotto
however, the gane with the worst chances, the worst
odds, the nost unrealistic hopes; that is the gane of
choice of the mddle and the upper classes. In fact,

even the lottery play declines with formal education.
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It's odd that the lotto, the one with the worst odds,
declines with education. So I'm not sure what that
says about Anericans’ math skills.

And if you | ook at the nunbers on where the
nmoney actually conmes from for certain lottery ganes,
there's sone real evidence that for certain types of
ganes, such as the nunbers and scratch tickets, it very
much does cone from communities that are of |ower
i ncome st atus. I think in Massachusetts just the
evi dence here that was uncovered by one of the series
in the Boston dobe witten by Dan Golden and his
col | eagues that the average per capita expenditure on
the lottery in Massachusetts, | believe in 1996, was
$547, if you can inmmgine that. But in sone of the
poorest conmunities it was up to $900 per capita spent
on the lottery.

Actual ly, those figures <can be quite
m sl eadi ng because it does not include the pay back,
and given the types of ganes that those of the | ower

i ncone groups play, there's a greater pay back then it
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would be in say with the lottery. But neverthel ess,
those are extraordinary figures. They do tend to
support the allegation that the lottery does
di sproportionately benefit from the participation by
t he poor.

CHAlI RPERSON JAMES: Doug, |I'mgoing to step
in at this point and ask you to see if you can nove
toward a summary. | think the Commission is very
grateful for the anmpbunt of research that you' ve done,
and for the level of expertise that you' ve gained on an
issue that you admttedly canme into this know ng
relatively little about. And it is very nuch
appr eci at ed. But | do want to nmake sure that we have
the opportunity for questions before we nove in to our
expert panel.

MR, SEAY: Oh, see | was hoping there would
be no questions. Because the experts are the ones
usual |y asking questions of ne. Ckay. There are a

coupl e of other issues that | won't go into.
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The inpact on conpul sive ganbling which is
an inportant one especially given the latest iteration
of the evolution of the industry and to video lottery
devi ces, Keno, video poker and what have you, which the
evidence appears to be that they're nuch nore
addi ctive, and have a much greater inpact on conpul sive
ganbl ers.

Underage ganbling, for exanple: there are
vendi ng machi nes where you can get lottery tickets in
many states, including Mssachusetts, and nmany other
i ssues such as that. But I want to end up wth the
enphasi s on, again, on the public policy aspect.

The public does support lotteries, there's
no question about that. Every opinion poll shows that
that is the case. You can argue they really don't know
what they're supporting, but the fact is they do
support it. And in this denocracy the public rules.

| guess the question is, would people be as
confortable with the industry if it were a private

industry and it wasn't the state operating it. | think
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that has got to be one of the things one has to | ook
at . Trading off the public welfare vs. the harm that
it my cause, how is that bal ance bei ng nade?

My point is, that | have talked to
governors and governors aides and lottery directors,
and |l egislative officials, and all of them all of them
who are intelligent, decent individuals and who
under stand sone of these problens, and all of whom say
the same thing. Sonme of these problenms we cannot
grapple wth. We've inherited these policies. The
state, and they said it over and over again, the state
is addicted to the lottery revenues, they can't change
them W understand these are problens, we don't know
what to do because no one has the responsibility to
addr ess these.

And I'm hoping that's sonething the
Commi ssion wll keep in mnd, the recomendations to
state and local officials, not just potential federa
recommendati ons, of |ooking at these issues, |ooking at

how certain ot her st at es have addr essed t hem
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possibilities for addressing them and doing to a
certain extent some of the thinking and conparing that
these officials sinply do not have the luxury to do for
t hensel ves.

Sorry for going over ny tine.

CHAlI RPERSON JAES: No, not at all. Thank
you very nuch.

I'd like to open it up for comm ssioners
and |I'm going to recognize Conm ssioner Dobson, and
then that | see your hand.

COWMM SSI ONER  DOBSON: Thank you for your
report, I found it very interesting. It's ny
understanding that the state lotteries are exenpt from
the Federal Trade Comm ssion's truth in advertising
standards. If that is true, why is that true?

MR. SEAY: Just because there is a bl anket
exenption in the federal standards for state entities.
And lotteries are considered to be a state entity.

COW SSI ONER  DOBSON: In your opinion,

woul d that be an inportant itemfor us to address?
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MR.  SEAY: Definitely. | didn't nean to
all ege that there was anything inproper going on. But
it is a loophole, if you wll, I"'mnot sure that it is
exploited, but it exists. And to the extent that those
standards exist to protect the public one would have to
ask why they should not be applied to lotteries, if the
lotteries are to be run as a busi ness.

COW SSI ONER DOBSON:  Thank you.

CHAI RPERSON JAMES:  Conmmi ssi oner Loescher.

COW SSI ONER LOESCHER: Yes, Madam
Chai rman, thank you very nuch.

You are a representative from the State

Attorney Ceneral's Ofice?

MR SEAY: No, sir. | am unfortunately
representing only nyself here, at least to ny
know edge, | am a nenber of the staff of the
Comm ssion. And | apologize, | did not have a chance

to neet you before.
CHAI RPERSON JAMES: Yes. He just |oined

the staff.
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COMWM SSI ONER LOESCHER: Oh | see. | had a
m sperception.

Vell, let ne ask you a question. | have
the perception as a Conm ssioner, that states,
particularly in this area, are highly conpetitive with
one another over this lottery, you know, Massachusetts
is close to Connecticut and all this and it |ooks |ike
there is a lot of conpetition in this lottery business
who are consuners. "' m wondering, from your point of
view, do you think that all of this comerce is subject
to interstate commerce provisions of federal |aw?

MR.  SEAY: You ask ne, | have to warn you

my expertise is as thin as it appears. That would be

a- -
COWM SSI ONER LOESCHER: Wl |, don't go any
further then. | have another question.
W don't have the proper representative
here as was billed. | thought I had a chance at one of

the states Attorney Generals, and | don't.

MR. SEAY: They will be com ng.
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CHAI RPERSON  JAMES: Not quite vyet, vyou
will.

Let me franme this, just to nmke sure
everyone is clear. Doug Seay is on the research staff
of the Ganbling Conm ssion. And is presenting an
overvi ew before we go into our expert panels, so all of
those individuals will be here a little later.

COW SSI ONER LOESCHER: Well, |'m anxious
to have a chance at them

CHAI RPERSON JAMES: (Ckay.

MR SEAY: Let me just say, ny attenpts to
answer questions may lead only to greater confusion.
And | would advise that we save that for people who
actual ly have invol venent.

CHAI RPERSON  JAMES: Those types of
questions are best left for the expert panel. These
are of a general nature to franme the issue, to put in
to sone type of perspective, historical in nature or
broad i n scope.

Conmi ssi oner WI hel m
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COWM SSI ONER W LHELM Doug, | appreciate
your work on this. | thought your introduction was
qui te hel pful. | have three questions, and if we

should direct these to sonebody el se, just say so.

The first one IS, do you know,
inpressionistically it would appear to nme that
|otteries have probably created sone, a relative
handful of admnistrative jobs and nmay arguably have
created a lot of |ow wage, no benefit convenient store
| obs. But other than that, | can't see how lotteries
contribute to quality jobs anywhere. Do you know if
anybody has ever studied that question?

VR, SEAY: I'"m sure every state's lottery
has done sone research in that area, if only for public
rel ati ons purposes. Most of the spending is done
t hrough the governnent and | guess you would have to
| ook at the enployees who are hired by the governnent
as aresult of the lottery revenues to actually neasure

enpl oynent, or through contractors, things that have



10

11

12

13

14

15

16

17

18

19

63

been contracted out by the state. But | nyself have not
cone across any particul ar study
on that area.

COW SSI ONER W LHELM Second, you
mentioned a study in Florida on the question of what
did or didn't happen to education funding in terns of
this earmarking issue. | know that in ny, or |'ve been
told that in ny honme state of Virginia that, although
when the voters approved the lottery it was on the
supposition that the lottery inconme was going to go
into capital expenditures for schools and parks and
things |ike that.

| am told that wunder both Denocratic and
nmore recently Republican adm nistrations that the noney
has gone into the general fund for ostensible purpose
of bal ancing the budget. What ever that neans. And |
just wonder if beyond Florida, you nentioned the study
in Florida, has anybody actually systematically studied

t hat question anywhere el se that you know of ?
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MR.  SEAY: There have been a nunber of
studies state by state. Mst states regardl ess of what
they say, sone states put it directly into the general
fund, which neans to be spent however the |egislators
feel, for good purposes. I"m not alleging anything
her e. QO hers, nobst other states earmark it, and yet
for nobst states w thout other guarantees that neans
essentially putting it into the general fund. | don't
know of a global study that's been done. But certainly
state by state that has been | ooked at. And there are
very few states which have adopted practices which
woul d guarantee that coul d not happen.

COWMM SSI ONER W LHELM  Ckay. And ny third
question, if you know, and | can direct this to the
Massachusetts people when the tinme cones. You know,
one of ny hobbies is the observation of irony and
public discourse, and I'm intrigued by those who on
many fronts say that state governnents as well as the
federal governnent ought to be run |ike a business and

everything ought to be privatized and so on. Except
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that on this issue, people apparently think sonehow
state governnment shouldn't be run like a business. I
agree with that, but it is interesting to observe who
takes that position on different issues.

You nade reference to a, | believe a
| egi sl ated reduction in the advertising budget for the
Massachusetts Lottery down to the level of nearly
not hi ng. Do you know if as a matter of practical
reality that reduction actually resulted in the near
elimnation of lottery advertising in Massachusetts?

MR. SEAY: Oh yes, it wiped it out. There
is none, virtually none. There's a television show,
and there is what is known as point of purchase
advertising at the place where you buy the ticket
itself. But just in terms of the flood of
advertisenments they used to have, from $12 mllion
dol l ars to $400, 000.

It's interesting, as one part of the
i ndustry evolves and it beconmes a problem and there is

a reaction to it, but often generates other problens.
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Wiich is, if you're a student of irony that's obviously
one of the constants in human nature.

I n Massachusetts after the lottery budget,
advertising budget, was virtually elimnated, and yet
the pressure for revenues was still there. Again, the
state giving conflicting instructions. What they did,
or one of the things they did, or had been alleged to
do, was to use the free play coupons that are nuiled
out, or used to be muiled out to virtually every
household in the state, and started using those as
money in paying for advertisenents with those. Wi ch
led to investigations by the Mssachusetts Attorney
CGeneral's Ofice and the IRS, which said: you're using
nmoney, you're creating noney and using noney and not
reporting the incone.

The point being, that the |egislature
wasn't upset about the advertising, they cut the
advertising budget for other reasons, the pressures to
advertise were still there. But w thout that, other

than that exception of creating noney and goi ng out and
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buyi ng advertising, once they w ped out the budget,
yes, advertising virtually ceased, and the lottery
revenues took a plunge.

COW SSI ONER W LHELM  They di d?

MR. SEAY: Oh yes. There is a very direct
connection between advertising and lottery revenues.
There aren't many other instances to conpare to that,
because not nmany states have done that. But that was
clearly a direct result and other econom zing neasures
had to be taken by the lottery to make up the | oss.

COW SSI ONER W LHELM Thank you. You' ve
done a very thorough job, Doug.

CHAI RPERSON JAMES: Conmi ssi oner Bi bl e.

COW SSI ONER BI BLE: Doug, can we, do we
have your supplenentary report with the detailing of
the, how the $13 or $14 nmillion dollars gets expensed
into state governnent, or whether it's earmarked or
whet her it goes into the general fund?

CHAI RPERSON  JAMES: A state by state

analysis, Bill?
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COW SSI ONER Bl BLE: A state by state
analysis where |otteries operate. Because | assune
from your figures, you say it is a $43 billion dollar

i ndustry and about a third of that woul d becone revenue
to the governnent.

MR. SEAY: That's correct.

COWM SSI ONER BIBLE: |If you could provide a
detailing as to how those noney get expended?

MR. SEAY: I'Ill be happy to do that.

CHAI RPERSON JAMES: Conmi ssi oner Lanni .

COW SSI ONER LANNI : Doug, could we also
ask you to supplenent that supplenent by including the
levels the lottery revenues in each individual state
represented as a total portion of the budget, or the
revenues for the entire state? |"ve read in this
report over the weekend that it's mnimal on a
percentage basis, but | wuld I|ike to see the
percentages in each of those states, if you woul d?

MR, SEAY: Actually, it varies up to 13

percent. So, it's not often m ninal.
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| want to say, one of the things that |I'm
sure would be no surprise to anybody here, that was a
surprise to ne, t hat repeatedly | cane across
information that was put forward, | think, in very good
consci ence by people and when you | ook at it
suddenly evaporates, like a river in the desert. And |
found that about ganmbling in general, a lot of things
everybody knows to be true, sinply turn out not to be
true when you | ook at them on both sides of the issue,
| m ght point out.

But there is a crying need, obviously, for
sone original enpirical verifiable research which often
isn't done there, and anecdotes sonehow beconme facts
when they're repeated enough. In this case that's
definitely true, and |1've heard that allegation and
really does vary by state. And yes, |I'd be happy to
provi de that suppl enent.

CHAI RPERSON JAMES: Thank you. Il would
remnd the Comm ssioners that the report that exists

within your briefing books was in fact prepared by
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Doug. And again, | think it was very thorough and very
hel pful to prepare for this neeting by having that kind
of background briefing. And again, we'd |ike to thank
you for that.

Thank you, Doug. And you survived. W had
to twist his arma little bit to get himto do this.
But we're grateful

MR. SEAY: And everybody is awake.



